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President's Message 


Since my appointment in June 1969 
as president and general manager 
there have been a number of devel- 
opments affecting the future of your 
company. Senior personnel changes, 
the introduction of new cost controls, 
the elimination of unprofitable busi- 
ness and a more aggressive sales 
and marketing program are some of 
the major improvements. 


Navco in 1969 experienced a net 
operating loss of $127,780 before 
adjustment for extraordinary items. 
This adverse picture resulted from 
changes in the business and the 
need for a regrouping action. 


Navco’s difficulties developed when 
it attempted to diversify into new 
types of food services without full 
appreciation of the competitiveness 
of the market and the necessity for 
careful planning to successfully op- 
erate with the narrow profit margins 
which are characteristic of the food 
business. In vending service, profit- 
ability is dependent on effective 
cash and inventory controls. The 
more complete the services become, 
the more critical is the need to moni- 
tor all transactions. 


Comparing 1969 sales with 1968, we 
have the following breakdown of 
results: 


1969 1968 
Vending and 
Cafeterias $4,150,000 $4,040,000 
Cigarettes 1,358,000 1,567,000 
Montreal Mobile Nil 439,000 


$5,508,000 $6,046,000 


A major factor in the reduced sales 
volume in 1969 was the sale in De- 
cember 1968 of the mobile truck op- 
eration in Montreal. After careful 
review, it was decided that this oper- 
ation was uneconomical. In addition, 


we dropped a number of marginal 
cigarette accounts last year. Ona 
more favorable note, the vending 
and cafeteria business was up three 
percent in 1969, compared to 1968. 


Like other businesses, we had to 
contend in 1969 with rising wages 
and costs of supplies and services. 
In spite of this, we were successful 

in increasing the rate of gross profit 
on both cigarettes and food to new 
levels. We are confident that still 
further improvement will be achieved 
in 1970. 


During the latter part of 1969, and 
carrying on into 1970, certain non- 
recurring expenditures have been 
required to improve our operations. 
These expenditures involve three 
major programs. 


The first and most important move 
has been to bring into the company 
a number of personnel thoroughly 
experienced in the food service in- 
dustry. These include operating, 
sales and financial personnel who, 
by joining our company, have ex- 
pressed their confidence in the 
future of Navco in the Canadian food 
service industry. With these addi- 
tions supplementing the existing 
personnel, we now have a well quali- 
fied group of people who will enable 
the company to become a profitable 
organization and capable of expand- 
ing in a growing market. 


On the following pages, | am pleased 
to introduce to you our senior staff. 


The second development, begun in 
the latter part of 1969, was to im- 
prove our corporate appearance. 
While we retained the familiar Navco 
symbol, we introduced a new color 
scheme which incorporates a warm, 
modern gold tone with accents of 
orange and brown. These colors are 
now being phased into everything 
that is seen by the public — uniforms, 
vehicles, stationery, signs and pro- 
motional literature. 


We have also designed a new type of 
cafeteria serving equipment which 
we designated the ‘“‘Navco Counter 
Chef.” This equipment permits the 
serving of a full cafeteria meal with- 
out the expense and space required 
by conventional kitchen facilities. 
This innovation has been very well 
received by our customers. 


Every area of our service activity, 
including initial contacts with cus- 
tomers, location design, installation 
and start up, food preparation, prod- 
uct merchandising, equipment ser- 
vicing, employee deportment, has 
undergone major change and im- 
provement. 


Finally, we found it necessary to re- 
design internal reporting procedures 
and control functions to meet the 
demands of today’s operations. 
Systems have been, or are about to 
be, implemented to enable our super- 
visors and managers to quickly iden- 
tify problems and take corrective 
action. Starting early in 1971, we will 
introduce electronic data processing 
with respect to many of these control 
systems. 


Navco’s long-term debt situation has 
been successfully renegotiated. 
The renewed five-year agreement 
requires no payment of interest or 
principal from June 1, 1970 to De- 
cember 31, 1970. Payments of prin- 
cipal thereafter are geared to the 
projected cash flow of the company. 
The deferred payments in 1970 will 
create a substantial cash surplus 
which will be used to put our ac- 
counts payable in a more current 
position. 


This renegotiation has been made 
without an increase in interest rates 
over rates that were established 
when the loans originated in the 
early 1960s. 


The debenture holder, Traders Group 
Limited, has expressed its confi- 
dence in the company by arranging 
convertibility of the debenture into 
common shares of the company dur- 
ing the five-year period of the agree- 
ment. Details of this agreement are 
included in the notes to the financial 
statement. 


This long-term financing arrange- 
ment has given your company an ap- 
preciable increase in working capital 
and will be most significant in the 
future development of Navco. 


In 1969 a complete physical inven- 
tory and a detailed analysis of all 
fixed assets was completed. It led to 
the conclusion that with respect to 
our vending machines, past policies 
of capitalization and depreciation 
required revision. We found that the 
book value of such equipment was 
overstated when compared to cur- 
rent market value. Accordingly, we 
have made a special fixed asset 
adjustment of $828,145, which is 
reflected against 1969 results. 


The previous policy involved depre- 
ciating vending equipment according 
to aschedule that was slower than 
the diminishing market value of the 
equipment. The new policy requires 
that asset values remain realistic and 
to achieve this the basis of deprecia- 
tion now includes both the diminish- 
ing balance principle and amortizing 
the cost of refurbishing vending 
equipment over much shorter periods 
of time. This decision was not taken 
lightly by your directors, but was 
done with the earnest desire to es- 
tablish a sound basis for future 
operations. 


The programs that we have under- 
taken in the last year have proven 

to be effective by many successful 
businesses, including the leaders in 
the food service industry. | am con- 
fident that our efforts to date and 
those planned in the months ahead 
will correct the deteriorating oper- 
ating results which the company has 
experienced for the past two years. 


However, | do not expect that the 
benefits of the management and 
policy changes will be reflected in 
significant earnings until 1971. Many 
of the new programs were researched 
and developed in the latter part of 
1969 and are currently in various 
stages of implementation. Our pri- 
mary concern in 1970 is to make sure 
our house is in order, that we are 
managing the right things in the right 
way. We will then be in a sound posi- 
tion to take advantage of the excel- 
lent market potential for our type of 
business. 


To the employees, especially those 
with long service, | am most grateful 
for their co-operation during what 

| know has been a difficult period 

of change and adjustment for many 
of them. 


Yours sincerely, 


age 


Earle W. Piercy 
President and General Manager 


Navcos 
Management 


Earle W. Piercy, President and General 
Manager — Graduated from the Univer- 
sity of British Columbia with an engin- 
eering degree. For the next 17 years, 
employed by Canadian Westinghouse 
Company Ltd. in engineering, manufac- 
turing, sales, marketing, and general 
administration, becoming a division 
manager before he left in 1962. At that 
time joined the largest food service 
company in Canada, with responsibili- 
ties for vending machine manufacturing 
and vending route operation, moving 

to position of general manager, vending 
division. In 1965, accepted position of 
vice president, operations, Dominion 
Dairies Ltd. Joined Navco in June, 

1969 as president and general manager. 


Al Anderson, Vice-President, 
Sales and Marketing — With 
a B.S.A. degree from the 
Ontario Agricultural College 
in 1949, entered the sales 
and marketing profession, 
spending the first 10 years of 
his career with International 
Harvester and National Cash 
Register Company Ltd. In 
1959, joined Versafood Serv- 
ices Limited as a salesman. 
During the next 10 years 
developed a wide knowledge 
of food service in Canada 
and rose to the position of 
vice president. In June, 1969 
joined Navco as vice-presi- 
dent, sales and marketing, 
responsible for the com 
pany’s total sales and 
marketing program. 


Don Horrell, Manager - Vending 
and Supply Services, Toronto 
Branch — After 10 years in the 
Royal Canadian Navy, joined 
Versafood Services Ltd. in 1963 as 
a vending routeman: Promoted 
within a year to operating super- 
visor, then to district manager in 
1966. Latter duties included full 
operating responsibilities for the 
company’s largest branch and the 
manufacturing operation for vend- 
ing machines. Came to Navco 

in March, 1970 as manager of 
vending and supply services, with 
full operating responsibilities for 
the vending department in Toronto 
Branch — including an extensive 
machine refurbishing shop and 
central warehouse. 


Tom Slattery, Controller and Secre- 
tary-Treasurer — Over 23 years’ 
experience in accounting practices 
in construction, chemical, manufac- 
turing and food service companies. 
This latter experience, with Arco 
Automatic Retail Company in Mont- 
real, involved control systems and 
programs directly related to require- 
ments at Navco. Joined Navco in 
October, 1969 as controller and 
secretary-treasurer, with responsi- 
bilities for the total accounting 
program in the company. 


Gerry Monzar, Manager of Food Program and 
Cafeterias — Born in Austria in 1938, started his 
Career as a baker and confectioner, following 
this profession in Canada until 1964, when he 
joined the catering department of Canadian 
National Institute for the Blind. He was an oper- 
ating supervisor and later food program director, 
responsible for commissary, bakery, social 
catering and the general food service program. 
Joined Navco in March, 1970 as manager of food 
program and cafeterias. Responsible for 
development of quality, variety, nutrition and 
standardization in the company’s menu, and for 
the operation of one of the company’s cafeteria 
departments in Toronto. 


Doug Droy, Manager 
of Catering and 
Cafeterias, Toronto 
Branch — Worked for 
Dominion Dairies Lim- 
ited immediately after 
leaving high school, 
then spent six years 
with the Canadian 
Army overseas, return- 
ing to the dairy in 
1945. Held positions 
of inspector and super- 
visor during the next 
six years. In 1953 
joined Dependable 
Caterers Limited in 
Toronto as manager, 
and in 1958 opened 
his own mobile truck 
catering business. 
Joined Navco in 1960— 
first in sales and later 
in operations manage- 
ment where his duties 
involved both vending 
and cafeteria loca- 
tions. Currently 
responsible for oper- 
ation of the social 
catering department 
and one of the cafe- 
teria departments. 


“Skip” Warnock, District Manager, 
Quebec — With B.Ccomm. degree 
from Sir George Williams Uni- 
versity, worked with Standard 
Brands Ltd. in Quebec and 
Ontario for 14 years in produc- 
tion, processing, traffic, purchas- 
ing, systems and procedures, 
accounting and distribution. In 
1966 joined Dominion Dairies 
Ltd. in Montreal as district con- 
troller. In 1968, appointed district 
sales manager, responsible for 
the dairy’s sales in the Province 
of Quebec. Joined Navco in 
October, 1969 as district man- 
ager, responsible for all of 
Navco’s operations in the Prov- 
ince of Quebec. 


Guy Lamoureux, Supervisor- 
Vending, Montreal Branch— 
Started in the vending busi- 
ness in'1954 with a Montreal 
company. In 1966, he started 
with Navco as supervisor of 
the Montreal mobile truck 
operation. In 1968, became 
supervisor for the total vend- 
ing route operation. 


Real Normandin, Manager, 
Quebec Branch — Experience 
includes 11 years in food serv- 
ice with the RCAF at Trenton, 

Ontario, and at the United 

Nations Emergency Forces 
Base in the Gaza Strip, Egypt. 
Started with Navco in 1964 as 
commissary supervisor, Mont- 

real. Moved to manager of 

cafeteria operations, then to 
manager of all cafeteria and 
commissary operations in 
Montreal. In March 1969, ap- 
pointed branch manager, 
responsible for all Navco 


operations in Quebec City. 4 


Maurice Leclerc, Supervisor- 
Vending Service, Montreal— 
Started with one of the first 
Canadian vending companies 
in 1953 in Montreal, where he 
worked in various phases of 
vending service and machine 
rebuilding. In 1960 started his 
own vending machine rebuild- 
ing shop where he handled 
much of Navco’s work in 
Montreal. Joined Navco in 
February 1968. 


Russ Hughes, Branch Manager — 
Preston — Started his vending experi- 
ence in the cigarette field in 1958, 
when he joined a small cigarette 
wholesaler in Aurora, Ontario. In 1961, 
joined Navco in charge of cigarette 
machine service. After three years’ 
experience in vending in Toronto, he 
was appointed branch manager in 
Preston in 1964. Responsible for com- 
pany operations west of Hamilton. 


Te 


Gary Wanless, Manager of Operations 
Services — Graduating from Upper 
Canada College in 1958, started his 
career in the food service industry as 
a vending routeman. Moved into 
warehousing and distribution, cash 
handling and auditing. Became deeply 
involved in design and implementation 
of control systems for the largest food 
service Company in Canada, and moved 
into branch management and then 
manager of systems and procedures. 
Joined Navco in September, 1969 as 
manager of operations services. 
Responsible for co-ordinating the 
design and implementation of control 
systems and operating procedures. 


Phil Despard, Manager of Cafeterias— 
Montreal Branch — Joined Navco in 
June 1966 as a Supervisor, first in the 
vending operation and then cafeterias. 
In this capacity, became involved in 
all aspects of the food program and 
cafeteria operations in Montreal. In 
March, 1969 appointed manager of 
cafeterias for Montreal Branch, with 
responsibilities for all unit cafeterias 
in that city. 


Navco 


Food Services 


Limited 


(Note 1) 


Balance Sheet 
as at 
December 31, 1969 


(With comparative figures as at December 31, 1968) 


Assets 1969 1968 

Current Assets: 

Cash $141,532) eR ier 

Accounts receivable, less allowance 

for doubtful accounts 35,417 59,679 

Inventories, at lower of cost or 

net realizable value 208,369 246,561 

Prepaid expenses, supplies and 

deferred charges 152,985 136,365 

Special 5% refundable tax 22,995 22,995 
$ 961208 Cie 

Fixed Assets (Note 5): 

Equipment, vehicles and leasehold 

improvements ey iey toast” $4,436,939 

Less: Accumulated depreciation and 

amortization 1,367,010 2,304,608 
Rn 8 2,102,331 

Intangible Assets: 

Location acquisition costs (Note 4) S$ 636,744. Cenk Cree! 

Financing and reorganization expenses 21,759 21 759 
$ + 658,503 $ 658,503 
SUNce $8,400,675 


$ 2,401,635 


The accompanying notes are an integral part of this statement. 


Auditors’ Report to the Shareholders 


To the Shareholders of 
Navco Food Services Limited: 


We have examined the balance sheet of 
Navco Food Services Limited as at 
December 31, 1969 and the statements 
of profit and loss and deficit and source 
and use of funds for the year then ended. 
Our examination included a general re- 


view of the accounting procedures and 


such tests of accounting records and 
other supporting evidence as we con- 
sidered necessary in the circumstances. 


Starkman, Kraft, Rothman, Berger & Grill 
Chartered Accountants 
Toronto, Ontario, Canada, June 12, 1970 


In our opinion, these financial state- 
ments, together with the notes thereto, 
present fairly the financial position of the 
company as at December 31, 1969 and 
the results of its operations and the 
source and use of its funds for the year 
then ended, in accordance with generally 
accepted accounting principles applied 
on a basis consistent with that of the 
preceding year, except for the change in 
method of providing depreciation as 
explained in Note 5 to the financial 
statements. 


Liabilities 

Current Liabilities: 

Bank loan 

Accounts payable and accrued liabilities 
Accrued interest (Note 3) 

Provision for special 5% refundable tax 
Sales tax payable 


Current maturity of long-term debt (Note 3) 


Long-term debt (Note 3): 


Total Liabilities 


Shareholders’ Equity 
Capital (Notes 2 and 3(e)) 
Authorized: 


2,000,000 common shares without nominal 
or par value 


Issued: 
950,050 shares 
Deficit 


1969 1968 

SP tSG.000) oe eee 
763,153 732,110 
14,423 123,973 
5,838 5,838 
28,722 37,014 
105,000 150,000 
Aes op a enees 
Veep ie 
eka, edo O06 
MpIGeTO08 reece 
la eke oe EE OB TOROS 
SO ie 2g Bee pee 
oO CASS 9 adeers 


Approved on behalf of the Board: 


Maxwell Goldhar, piREcTOR 


Earle W. Piercy, piRECTOR 


Net Sales 


Costs and Expenses: 

Cost of sales and operating expenses 
interest on long-term debt 
Depreciation 


Obsolete vending equipment written 
down to salvage value 


(Profit) or loss on sale of other 
vending equipment 


Recovery of loss on contracts 
discounted with finance companies 


Total 


Net Profit or (Loss) before write- 
down of fixed assets 


Write-down of fixed assets 


Net Profit or (Loss) 


Per Common Share 
Shares outstanding (end of year) 


Profit (Loss) per Share 


Cash Flow per Share (Before 
Depreciation and write-down of 
fixed assets ) 


Five year 


Financial Record 


1969 1968 1967 1966 1965 
5 $ 6,045,940 $ 6,569,970 $ 6,773,686 $ 5,883,745 
Nachbacce) $5 361953 © $5,714,756 $5,955,328  $ 5,205,658 

152,094 186,727 297,253 919,793 200,204 
304,718 455,876 451,099 426,970 358,775 

vs ie 1,354 403 9,381 

3,544 37,004 (19,891) ae te 

ra as (2,831) (1,530) , (2,776) } 
5 $ 6,040,960 $6,371,740 $6,600,964 $ 5,771,242 
Ce eyed: )) ee eee OB 6 -4908230  $ 172722  $ 112,503 

828,145 a Be oe a 
$ (955,925) 9 ee ee 

950,050 943,050 943,050 883,050 866,150 
$ One: 0.01 $ 0.21 $ fea | 0.13 
$ 0.19 


$ 0.49 


$ 0.69 


$ 0.68 


$ 0.55 


Statement of 
Profit and Loss 
and Deficit 


For the year ended 
December 31, 1969 


(With comparative figures for 
the year ended December 31, 1968) 


The accompanying notes are an integral part of this statement. 


1969 
Net Sales $ 5,508,235 
Cost of sales, operating and other expenses 5,175,659 
Profit before the undernoted deductions | $ 332,576 
Interest on long-term debt $ 152,094 $ 186,727 
Loss on sale of vending equipment 3,544 37,004 
Depreciation and amortization (Note 5) 304,718 460,356 455,876 
Net Profit or (Loss) Before Write-Down of Fixed Assets : $ (127,780) 
Write-down of fixed assets (Note 5) . 828,145 
Net Profit or (Loss) for year “$ (955,925) 
Deficit at January 1 (1,057,020) 
Deficit at December 31 $ (2,012,945) 
The accompanying notes are anintegral partofthisstatement = | ee 
otatement of 
/ Source and Use 
of Funds 
For the year ended 
December 31, 1969 
(With comparative figures for 
the year ended December 31, 1968) 
1969 
Source of Funds Ee EOS 
Net profit or (loss) for year $ (955,925) 
Items not involving a current outlay of funds: 
Depreciation and amortization (Note 5) $ 304,718 $ 455,876 
_ Write-down of fixed assets (Note 5) 828,145 1,132,863 = 
Funds provided from operations $ 176,938 
_ Reduction of location acquisition costs sare 
Proceeds from issue of capital (Note 2) 12,320 
Special 5% refundable tax transferred to current assets 22,995 
Use of Funds $ aoe oF 
Net decrease (increase) in long-term debt (Note 3) $ (44,364) 
Net additions to fixed assets 182,366 
$ 138,002 
Net increase (decrease) in working capital $ 74,251 


$ 


1968 


6,045,940 


5,361,353 


$ 


684,587 


679,607 


$ 


$ 


4,980 


4,980 


(1,062,000) 


$ (1,057,020) 


$ 
$ 


455,876 


460,856 


49,500 


510,356 


195,959 
347,426 


543,385 


(33,029) 


Notes to 


Financial Statements 


December 31,1969 


1.Change of Name 


By supplementary letters patent 
dated July 4, 1969 the company’s 
name was changed to Navco Food 
Services Limited from National 
Automatic Vending Company 
Limited. 


2.Employees’ Stock Option 
and Purchase Plans 
Stock Option Plan 


During the year, options on 7,000 
shares were exercised for a total 
cash consideration of $12,320; 


options on 6,000 shares terminated; 


and options on 43,250 shares at 
86¢ per share, expiring in 1974, 
were granted. As at December 31, 
1969 options on the 43,250 shares 
were outstanding. 


Stock Purchase Plan 


During the year, the company ap- 
proved stock purchase plans for 
certain officers and employees. 
Under this plan, 30,250 shares at 
86¢ per share were granted, 
whereby the purchasers are to 
deliver to the company their non- 
interest bearing promissory notes 
due and payable not later than five 
years from the date of purchase. 


The certificates for the shares pur- 


chased are to be held by Canada 
Permanent Trust Company as 


trustee for the company; the prom- 


issory notes are secured by the 
shares purchased; the purchasers 


have the right to obtain certificates 


in minimum denominations of 250 
shares upon payment to the com- 
pany for same. To date, no pur- 
chase of shares under this plan 


has been completed pending regu- 


latory approvals. 


3.Long-Term Debt 


The balance owing to the debt 
holder at December 31, 1969 was 
as follows: 


Debenture payable 
bearing interest at 
10% per annum 


Debenture payable 
bearing interest at 


12% per annum 250,000 


Chattel mortgages 
bearing interest at 
various rates 


Accrued interest 


$248,696 


thereon 110,739 359,435 


$ 780,000 


$1,389,435 


The company and the debt holder 
have agreed, subject to legal and 
regulatory approvals, that effective 
June 1, 1970, the aforementioned 
debentures and chattel mortgages 
are to be amended to provide for: 


(a) interest at 11% per annum; 


(b) no principal or interest repay- 
ments for the balance of 1970; 


(c) the addition to the principal of 
the debt of accrued interest at 
June 1, 1970 and for the period 
from June 1 to December 31, 
1970; 


(d) annual repayments on the total 
debt of $200,000 principal plus 
interest in 1971 and $250,000 
principal plus interest in each 
of the years 1972, 1973 and 
1974, with the balance of prin- 
cipal and interest becoming 
due in 1975; and 


~— 


right of conversion for five years 
of any portion of the debt into 
shares in the capital of the 
company ata price of 55¢ per 
share up to 975,000 shares. 

The company has reserved 
975,000 of its authorized and 
unissued shares for this 
purpose. 


(e 


As a result of the above agreement, 
the company estimates that it will 
repay approximately $105,000 prin- 
cipal and accrued interest of the 
long-term debt during 1970. 


4.Location Acquisition Costs 


These costs represent the differ- 
ence between the cost of purchase 
and net asset values of companies 
or acquisitions at the time owner- 
ship was acquired over and above 
the cost of equipment acquired 
(principally vending machines). It ° 
is not the present policy of the 
company to amortize these costs. 


5.Fixed Assets 


Prior to 1969, depreciation was 
provided on a straight-line basis 
over the estimated useful lives of 
equipment (including installation 
costs), and vehicles. Leasehold 
improvements were amortized over 
the term of the leases. 


Effective January 1, 1969, the man- 
agement of the company changed 
its methods of recording deprecia- 
tion of equipment and vehicles to 
that of the diminishing balance 
method (installation costs of equip- 
ment and leasehold improvements 


continued to be amortized on a 
straight-line basis), and changed 
the rates of depreciation as follows: 


Prior to 

1969 1969 

Equipment 20% 10% 
Installation costs 

of equipment 33%3% 20% &10% 

Vehicles 30% 30% &15% 

Leasehold term of term of 

Improvements lease lease 


Management also took a complete 
physical inventory of its fixed 
assets as at December 31, 1969 
and the fixed assets were revalued 
on the basis of management’s esti- 
mate of their fair market value at 
that date, and after allowing for 
depreciation during the 1969 year 
at the aforementioned rates. 


As a result of the foregoing: 


(a) a write-down in the net book 
value of fixed assets was 
recorded in the amount of 
$828,145; and 


(b) historical cost of fixed assets 
and related accumulated de- 
preciation and amortization 
were reduced by $1,700,110 
and $871,965 respectively. 


If depreciation and amortization 
had been calculated using the 
method and rates in effect prior to 
1969, and before giving effect to 
the aforementioned write-down of 
$828,145, the provision for depre- 
ciation and amortization for 1969 
would have been approximately 
$159,000 greater. The actual pro- 
vision for depreciation and amorti- 
zation for 1969, after applying the 
revised method and rates to the 
adjusted net book value of fixed 
assets, is approximately $3,500 
greater than what would have been 
provided had the method and rates 
in effect prior to 1969 been used. 


The undepreciated capital cost of 
fixed assets for tax purposes is 
approximately $1,743,000 more 
than the net book value as shown 
in the balance sheet. 


6.Directors’ Remuneration 


During the year, salaries paid to 
directors and senior officers 
amounted to $81,045. 
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